share for an aggregate purchase price of up to $200 0 million through a nights offering, which we refer as the Rights
Offering In addition, pursuant to the stipulation relating to the settlement of a claim made against XO Parent
purportedty on behalf of 1ts stockholders, which we refer to as the Stockholder Stipulation, holders of shares of
pre-bankruptcy class A common stock of XO Parent will receive additional nontransferable rights to the extent that
the Rights otherwise allocable to such holders 1n the Rights Offering are exercisable for less than 3,333,333 shares
of New Common Stock Accordingly, not less than 40,000,000 and not more than 43,333,333 rights at $5 00 per
share will be offered in the Rights Offering

Pursuant to the order confirming our Plan of Reorganization, the Rights Offering will not take place until the
date a registration statement covering the offer and sale of such rights and shares to be offered thereunder s filed
with the SEC and such registration statement becomes effective We have not yet filed a registration statement with
respect to the rights and the Rights Offering

For more 1information concerntng the terms of the securities and distributions under our Plan of Reorganization,
sce Item 1, “Business — Our Chapter 11 Reorganization ”

Dustributions to and Interests Held bv Ennines Conitrolled by Mr Carl C Icahn

After the initial distribution of New Common Stock pursuant to the Plan of Reorgamzation, Cardiff Holding
LLC, a Delaware hmited hability company controlled by Mr Carl C Icahn, holds more than 80% of the outstanding
shares Of the warrants to be distributed under the Plan of Reorganization to holders of the pre-bankruptey semor
unsecured notes, we estimate Cardiff will recerve Series A Warrants to purchase approximately 3 0 million shares of
New Common Stock, Series B Warrants to purchase approximately 2 2 million shares of New Common Stock, and
Series C Warrants to purchase approximatety 2 2 mllion shares of New Common Stock High River assigned its
85% interest m the $3500 0 million 1 loans outstanding under the New Credit Agreement to Chelemian Corp, an
entity which 1s controlled by Mr Icahn, which subsequently assigned those loans to Arnos Corp , an entity which 1s
also controlled by Mr Icahn

Accounting Impact of Implementing the Plan of Reorganization

Due to XO Parent’s Chapter 11 filing, our financial statements have been prepared 1 accordance with AICPA
Statement of Position 90-7, “Financial Reporting by Entities in Reorgamization under the Bankruptey Code,”
hereinafter referred to as SOP 90-7 Pursuant to SOP 90-7, the financtal statements for the periods presented
distinguish transactions and events that are directly associated with our reorganization from our ongowng operations
We have determined that we are required to implement the “fresh start” accounting provisions of SOP 90-7 to our
financial statements The fresh start accounting provisions require that we establish a “fair value™ basis for the
carrying value of the assets and liabilities for reorgamized XO As disclosed on the balance sheet included n the
accompanying financial statements set forth in ltem & below, and 1n note 3 to such financial statements, we currently
estimate that the value of our long-lived assets , includimg property and equipment, fixed wireless hicenses, other
intangibles and other non-current assets , after implementing SOP 90-7 will decrease to $661 0 mullion from 83 8
billion Accerdingly, depreciation and amortization expense will decline significantly 1n future periods

In addition, as described above and m Item 1, “Business — Our Chapter 11 Reorganizatton,” implementation of
the Plan of Reorganizatien resulted 1n the cancellation of over $6 9 billion 1n pre-bankruptcy debt and preferred
stock obligations leaving outstanding only the $500 0 million n debt obligations under the New Credit Agreement,
and $80 1 mullion of other long term habilities including obligations under various capital leases As a result, our
terest expense and preferred stock dividend obhigations in future periods will dechine significantly in comparison
to the interest expense and preferred stock dividend obligations incurred 1n periods prior to the consummation of the
Plan of Reorganization As a result of the gain resulting from the cancellation of our pre-bankruptey debt
obligations, a substantial portion of our capital and net operating loss carryforwards, which totaled approximately
$4 5 billion at December 31, 2002, 15 expected to be eliminated

Under SOP 90-7, the implementation of fresh start reporting 1s triggered mn part by the emergence of XO Parent
from its Chapter 11 proceedings. Although the effective date of the Plan of Reorganization was January 16, 2003,
we plan to account for the consummation of the Plan of Reorganization as 1f 1t had occurred on January 1, 2003 and
implement fresh start reporting as of that date

Operational Impacts of the Restructuring and Current Business Trends

XO Parent’s Chapter 11 proceedimgs did not disrupt our ability to operate our networks or provide our services
to new and existing customers Nevertheless in 2002, due to the financial problems of the telecommunications
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industry in general, and emerging communications providers such as us 1n particular, we experienced a revenue
dechine during 2002, from $333 4 nmulhon m the first quarter of 2002 to $299 4 milhion 1 the fourth quarter of 2002
This deciine was largely due to customer disconnects exceeding historic levels and a reduction n our sales
productivity Customer disconnects increased in part because a number of large customers sought bankruptcy
protection, pnimarily carrier customers that procured our data services We also experienced lower demand from a
number of large telecommunications customers due to reductions 1n those customers” capacity needs Our sales
productivity declined n 2002 m part due to a reduction 1n the number of direct sales representatives In addition, we
believe that the adverse public perception that accompanied X O Parent’s Chapter 11 preceedings made it difficult
for XO to sell services to potential customers or increase sales to existing customers

To increase sales activity in 2003, we are in the process of hinng additional direct sales personnel Programs
launched 11 2002 to decrease customer disconnects will continue New order entry and ordet processing systems.
which will improve speed and efficiency of instailing new customers, are partially installed and we expect to
complete nstallation 1n 2003 Despite these changes, 1f (1) customer disconnects continue at current or elevated
levels, (1) sales productivity dees not tmprove, either because our sales programs do not attract new customers or
the telecommunications environment worsens, (1) our systems deployment 1s not completed this vear, or (1v) a
combination of all three factors occur, revenue i 2003 could be significantly lower than 2002 results See also
ltem 1, “Business — Risk Factors

Other 2002 Transactions and Developments
Inter-city Network Agreement

On August 8, 2002, we entered into a Master Agreement with Level 3 Communications, Inc , which amends
various agreements related to XO's acquisition of fiber networks in the Untted States from Level 3 and the recurrtng
maintenance charges relating to those networks Beginning on January 1, 2003 and continuing over the remaining
term of the mitial agreement, Level 3 will reduce the operating and maintenance fees as well as fiber relocation 1t
charges us from approximately $17 0 milhion annually to a fixed rate of $5 0 million annually In exchange for this
reduction and certain other concessions, effectve as of February 11, 2003, the closing date for the transaction, we
surrendered our indefeastble right to use an empty conduit and our indefeasible right to use six of the 24 fibers
previously acquired from Level 3 Because we had commutted to this plan of disposal and behieved at the time that
we entered into the Master Agreement that consummation of the contemplated transaction was probable, we
recorded a $477 3 mullion non-cash write-down of these assets during the third quarter of 2002 Pursuant to
applicable accounting principles, the write-down 1s based on the book value of the surrendered facilities and does
not reflect the future benefits to be received by us under the Master Agreement

Operational Restructuring

In the second quarter of 2002, we restructured our operations by reducing our workforce by approximately 350
employees, the majonity of whom were employed in network operations, sales and marketing and information
technology, and recorded a $2 9 million restructuring charge related to involuntary termination severance liabilities

Prepaid Calling Card Tax Matter

On July 26, 2002, we were advised by the staff of the SEC that 1t was conducting an informal inquury primartly
relating to our obligations with respect to, and our accrual of habihities for, specified federal excise and state sales
tax and stmlar tax obligations ansing 1n connection with prepaid calling card services and relating to certamn other
matters Sales from prepaid calling card services that are potentially subject to these taxes accounted for
approximately $56 muliton of our total revenues from 1999, when we began providing these services, through June
30, 2002 We believe that our accounting for these potential obligations 15 appropnate and that our accrual of
habtlities relating to these obligations 15 adequate

Comparison of Financial Results

Because our Plan of Reorganization was not consummated until January 16, 2003, the results of our operattons
for 2002 do not include the effects of the resulting cancellations of indebtedness and preferred stock or the reduction
in the carrying value of our long-lived assets from the implementation of fresh start accounting The cancellation of
indebtedness and preferred stock will result 1n a significant gaim that will be partially offset by the loss on the
reduction m the carrying value of our long-{1ived assets from the application of fresh start accounting The net gamn
and the adjustment to our financial position will be reflected 1n our financial statements for the first quarter of 2003
The extingmshment of indebtedness and preferred stock will result 1n interest expense and preferred stock dividends
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being lower, and the reduction in the carrying value of our long-lived assets will result 1n depreciation and
amortization expense being lower 1n periods subsequent to the effective date of the Plan of Reorgamization when
compared with historical accounting periods

Year Ended December 31, 2002 Compared to Year Ended December 31, 2001

Revenue Total revenue 1n 2002 of $1,259 9 million was consistent with total revenue n 2001 of $1,258 6
million The weakened econemy and the perceived uncertainties in the market regarding XO Parents recently
concluded Chapter 17 proceedings had a negative impact on our ability to generate new sources of revenue
Consequently, we were not able to maintain the level of growth that we had historically achieved We experienced a
hugh level of customer disconnects n the current year due to reduced demand from other telecommuntcations
companies and increased customer bankruptcies in the telecommuntcations and dot-com ndustries Total revenue
declined from $343 O mullion n the fourth quarter of 2001 to $299 4 million in the fourth quarter of 2002 We
believe that total revenue in the near term will decline shightly fromfourth quarter 2002 levels, with modest growth
occurning 1n the second half of 2003 assuming no significant further deterioration of the industry or general
economic conditions Accordmgly, we expect that 2003 total revenue will be shightly lower than 2002 total revenue

Revenue was earned from providing the following services (dollars in thousands)

Year Ended December 31,

% of 2002 %% of 2001
2002 Revenue 2001 Revenue % Change
Voice services $ 658453 523% 5§ 606,848 48 2% 8 5%
Data services 472,247 37 5% 596,604 47 5% (20 9%)
Integrated voice and data services 128,048 10 2% 52,018 4 1% 146 2%
Other services 1,108 0 0% 3.037 0 2% (63 6%)
Total revenue $1250853  _1000% SL25856  l000% 01%

Voice services revenue includes revenue from bundled ocal and long distance voice services, prepaid calling
card processing, and other voice commumcations based services, mteractive voice response services and stand-alone
long distance services Voice services revenue in 2002 increased to $658 5 mithon from $606 8 million in 2001 The
increase was primarily due to more sales to larger business customers, mcluding the impact of the rollout of our
carrier long distance service Voice revenue declined from $166 5 million in the fourth quarter of 2001 to $157 3
million in the fourth quarter of 2002 We believe our voice services revenue in the near term will dechine shightly
fromfourth quarter 2002 levels with modest growth occurring mn the second half of 2003 We expect 2003 voice
services revenues to be shghtly lower than 2002 voice services revenues

Data services revenue includes revenue from Internet access, network access and web applications hosting
services Data services revenue 1n 2002 decreased to $472 2 mulhion from $596 7 mullion 1n 2001 This decline was
attrtbutable primarily to customer bankruptcies affecting some large network access customers, increased levels of
customer disconnects, and a lower demand from large customers due to reductions 1n those customers’ data and
fiber capacity needs The saie of our European operations in February 2002 also contributed to this decline Data
service revenue declined from $152 8 million 1n the fourth quarter of 2001 to $108 0 million 1n the fourth quarter of
2002 We expect our data services revenue in the near term to remaimn relatively constant or decline shightly from
fourth quarter results and expect slight growth 1n the second half of 2003 We expect 2003 data revenue to be less
than 2002 results

Integrated voice and data services revenue 1s generated largely from our XOptions service offerings, a flat-rate
bundled package offering a combination of voice and data services Integrated voice and data services revenue in
2002 ncreased to $128 0 million from $52 0 mullion 0 2001 The 1ncrease ts pnmanty attributed to an inerease n
the number of customers to whom we provide XOptions service We expect that the revenue from integrated voice
and data services wiil be flat in the near term, and experience modest growth 1n the second half of 2003, such that
2003 revenue from integrated voice and data services will grow modestly when compared to 2002 results

Costs and expenses The table below provides costs and expenses by classification and as & percentage of
revenue (dollars mm thousands)

Year Ended December 31,
% of 2002 % of 2001
2002 Revenue 2001 Revenue % Change

38



Costs and expenses

Cost of service $ 522924 41 5% § 527,698 4] 9% (0 9%)
Selling. operating and general 736,925 58 5% 971,714 77 2% (24 2%)
Stock-based compensation 28,928 23% 37,173 30% (22 2%)
Depreciation and amortization 699 806 555% i.162.671] 92 4% (39 8%)
Restructuring and asset write-downs 480,168 38 1% 509,202 40 5%, {5 7%)

Total 22468751 £3.208458 (23 1%)

Cost of service Cost of service includes expenses directly associated with providing telecommunications
services to our customers Cost of service includes, among other 1tems, the cost of connecting customers to our
networks via leased facilities, the costs of leasing components of our network facilities and costs paid to third party
providers for interconnect access and transport services Cost of service 1n 2002 was $522 9 million compared to
$527 7 mullion 1n 2001 The 2002 decline was due primanly to cost optimization programs to reduce expenses by
transferring traffic from leased facilities onto facilities owned or controlled by us ‘These cost reductions were offset
to some extent by increased costs of service that were atenibutable to the increase in voice and integrated services
revenue as a percentage of our total revenue, whnch generally carry lower margins when compared to data services
because voice and integrated services are more likely to utilize leased versus owned network facihities to terminate
calls We expect that in the near term cost of service as a percentage of revenue will remain relatively constant with
shght fluctuations corresponding to trends 1n revenue, product mix and the tmpact of customer bankruptcies Certam
cost of service rates are subject to state and federal regulatory control Should an adverse decision be made by these
regulatory commissions that increase these rates, our costs of service as a percentage of revenue could ncrease

Selling, operating and general. Selling, operating and general expense includes expenses related to sales and
marketing, internal network operations and engineering, information systems, general corporate office functions and
expenses relating to collection nisks Selling, operating and general expense m 2002 was $736 9 million compared to
$971 7 muliton n 2001 Selling, operating and general expense decreased both in absolute dollars and as a
percentage of revenue 1n 2002 when compared to 2001 due to efficiencies resulting from the centralization of and
process improvements 1n many functions and cost reduction and restructuring mitiatives that included sgmficant
headcount reductions and savings from the planned exit of certain leased facilities, as well as the February 2002 sale
of our European operations We expect 2003 selling, operating and general expense to be less than the 2002 results
mn both absolute dollars and as a percentage of total revenue due to benefits from cest cutting mnitiatives and
mmplementation of fresh start accounting

Stock-based compensation Stock-based compensation expense represents non-cash charges recorded n
comnection with the grant of compensatory stock options and restricted stock grants to employees whose
compensation 1s iIncluded 1o selling, operating and general expense Compensation expense 1s recogmzed over the
vesting periods of such grants based on the excess of the fair value of the common stock at the date of grant
(determined by reference to the market price on that date) over the exercise prnice Stock-based compensation n
2002 decreased to $28 9 million from $37 2 miullion 1n 2001 primarily due to certain grants becoming fully
amortized In 2003, as part of the implementation of fresh start accounting, we will eliminate the carrying value of
deferred compensation and, therefore, there will be no related stock-based compensation expense 1n future periods
with respect to pre-petition compensatory stock options and restricted stock grants The recrgamized company will
recognize stock based compensation expense only with respect to any new grants of compensatory stock options and
restricted stock

Deprecianon and amortization We have constructed an integrated facilities-based network i the Umited
States Primarily in late 2001 and early 2002, we expanded our services 1 existing markets, placed more assets into
service, and increased our obsolescence expense, all of which caused depreciation expense to increase to $598 5
mullion 1n 2002 from $447 0 million 1n 2001 In 2003, in conjunction with our implementation of fresh start
accounting, we will adjust the carrying value of our property and equipment to 1ts estimated fair value of $502 2
muilion froma net carrymg value of $2,780 6 million at December 31, 2002 Accordmngly, depreciation expense will
decrease significantly during 2003 and 1n future periods when compared to depreciation expense for periods prior to
the effective date of the Plan of Reorganization

Amortization expense includes the amortization of fixed wireless licenses and other intangibles assets with
defimte lives and, for 2001, also includes the amortization of goodwill Amortization expense decreased to
$101 3 mulhon m 2002 from $715 7 million in 2001 The sigmificant decrease 15 primarily due to our implementation
of SFAS No 142 and the resulting write-off of all our goodwill as of January 1, 2002 In conjunction with our
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implementation of fresh start accounting in 2003, we will reduce the $911 8 miihon December 31, 2002 carrying
value of our fixed wirgless licenses to their estimated fair value of approximately $60 0 million, and increase the
$72 & million December 31, 2002 net carrying value of other intangible assets to their estimated fair value of
approximately $76 0 million Accordingly, amortization expense wiil decrease in 2003 and 1 future periods when
compared to amortization expense for perieds prior to the effective date of the Plan of Reorganization

As of December 31, 2002, our balance sheet reflected approximatety $731 0 million of long-lived assets,
including construction-m-progress and certain fixed wireless licenses that had not been placed into service and,
accordingly, wer not bemng depreciated or amortized As discussed above, these long-lived assets will be written
down to their estumated fair values when we apply fresh start accounting during the first quarter of 2003

Restructuring and asset write-downs Restructuring and asset write-downs were $480 2 milhion 1n 2002 and
$509 2 mullion 1 2001 During 2001, restructuring charges primarily related to the implementation of our plan to
restructure certain of our business operations The restructuring plan included divesting certain assets and
businesses, and reducing our discretionary spending, capital expenditures and workforce, based on our assessment of
current and future market conditions The 2001 restructuring charges include a $366 8 million write-down for the
excess of carrying value of assets to be sold or abandoned, including our European business unit, and a
$134 4 miilion restructuring charge relating to the consohdation and exiting of domestic facility leases, which was
determined based on the future mimmum rent commatments for the buildings that management mtends to exit less
estimated sublease rental streams The 2001 restructuring charges also included an $8 0 million restructuring charge
related to imvoluntary termination severance costs with respect to 700 persons whose employment was termunated in
connection with a workforce reduction, the majonty of whom were terminated by December 31, 2001

Durning 2002, we continued to restructure our operations and reduced our workforce by approximately 350
additional employees, the majornity of whom were employed n network operations, sales and marketing and
information technology, and recorded a $2 9 million restructuring charge related to the involuntary termination
severance costs In addition, we recorded a $477 3 milhion non-cash asset write-down during the third quarter of
2002 as a result of returning inter-city assets to Level 3 in exchange for reduced future maintenance expenses
beginning 1n 2003

Interest income lnterest income 1n 2002 decreased to $16 5 million from $77 9 million 1n 2001 The decrease
1n 1nterest income corresponds to the decrease 1n our average cash and marketable securinies balances and a
reduction 1n mterest rates The amount of interest income attributable to increased cash balances dunng the
bankruptcy proceedings was not material

Interest expense, net Interest expense, net in 2002 decreased to $226 5 miihion from $465 4 mmillion m 2001, as
we ceased aceruing interest and penalties on our pre-petition senior unsecured, subordinated notes and Pre-Petition
Facility as of the petition date, tn accordance with SOP 90-7 The contractual interest amounts of $501 1 milhon
reflected on the consolidated statement of operations represents the interest expense that would have been accrued
under the relevant financing agreements had we not ceased accruing interest as described above We expect interest
expense to decrease in future periods, given the sigmificant reduction 1n our debt obligations as a result of our Plan of
Reorganmization

Other income (loss), net. Other mcome (loss), net was a loss of $0 2 million 1n 2002 and a loss of $93 8 mullion
1 2001 The 2001 balance includes an $89 0 milhion write-down for an other than temporary decline of the value of
certaint equity method investments

Reorganizatien. Reorgamization expenses mnclude adjustments to our financial position and professional service
fees that are a direct result of our June 17, 2002 Chapter 11 filing and our application of the accounting required by
SOP 90-7 Reorgamzation expense m 2002 was $91 1 mulhion and mcluded the (1) non-cash charges relating to the
write off of 1ssuance costs, discounts and purchase accountig adjustments to adjust the historical carrying amounts
of our debt to the aliowed claim amount by the Bankruptcy Court, (11} professional fees associated with our Plan of
Reorgamzation, (i1} the penalties from the rejection of contracts, (iv) adjustments to unpaid pre-petition accounts
payable and accrued expenses to the claim amounts allowed by the bankruptey court, and (v) the net gain resulting
from payments recerved by XO Parent in connection with the settlement and termination of the proposed investment
transaction that was the basis for the first restructuring alternative contemplated by the Plan of Reorganization, less
amounts paid to settle certamn stockholder claims
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Net loss before extraordinary gain and cumulative effect of accounting change. Net loss before extraordinary
gain and cumulative effect of accounting change during 2002 improved to $1,510 2 milhion from a net loss of
$2.431 1 mulhon 10 2001 due to the foregoing factors

Extraordinary gain on repurchases of debt, net. During 2001, we recorded an extraordinary gain totaling
$345 0 mullion related to our repurchase of $557 1 million of sentor notes at a substantial discount from their
respective face values

Cumulative effect of accounting change. We performed the newly required transitional impairment tests of
goodwill as required by SFAS No 142 as of January 1. 2002 Based on these tests, we recorded a $1,876 6 million

impairment charge to write-off all of our goodw:ll as a cumulative effect of accounting change during the first
quarter of 2002

Net loss Net loss in 2002 increased to $3,386 8 mullion from a net loss of $2.086 1 million 1n 2001 due to the
foregoing factors

Recognition of preferred stock modification fee, net- reorganization ttem In order to adjust the historical
carrying amount of our preferred stock te the amount aliowed by the Bankruptcy Court, we recogmzed the
unamortized balance of a deferred modification fee wath respect to our preferred stock as of the petition date and
wrote off certain unamortized tssuance costs and recognized certain purchase accounting adjustments related to the
preferred stock which netted a $78 7 million gain during 2002

Gain on repurchases of preferred stock, net. In 2001, we recorded a net gain totaling $376 9 mulhion related to

our repurchase of $472 6 mullion in hquidation preference of our preferred stock at a substantial discount from the
respective carrying amounts

Preferred stock dividends and accretion of preferred stock redemption obligation, net. As our preferred stock
was deemed subject to compromise under SOP 90-7, we ceased accruing dividends and accreting the redemption
obligation on all of our outstanding preferred stock as of our pettion date As a result, we recorded $42 2 million of
preferred stock dividends during 2002 as compared to $129 7 milkion 1n such dividends in 2008 The contractual
drividend amount of $98 8 rllion reflected on the accompanying condensed consolidated statement of operations
represents the dividends that would have been accrued under the terms of our preferred stock had we not ceased
acenung such dividends as described above

Net loss applicahle to common shares Net loss applicable to commeon shares 1n 2002 increased to
$3.350 4 milhon from $1,838 9 milfion mm 2001 due to the foregoing factors

Year Ended December 31, 2001 Compared to Year Ended December 31, 2000

Revenue Total revenue 1 2001 increased to $1,258 6 rmillion from $723 8 million 1n 2000 The increase was
primarly due to the increase m the number of customers and growth 1n network traffic and average monthly revenue
per customer The growth 1n our customer base was largely due to our penetration of existing markets, expansion
into new markets m 2001 and 2000 and our June 2000 Concentric acquisition The growth i network traffic and
average monthly revenue per customer was primarliy due to the expansion of our service offerings and our emphasis
on selling to larger business customers

Revenue was earned from providing the following services (dollars in thousands)

Year Ended December 31,

% of 2001 % of 2000
2001 Revenue 2000 Revenue % Change
Voice services $ 606,848 48 2% $ 386,796 53 4% 56 9%
Data services 596,664 47 5% 331,892 45 9% 79 8%
Integrated voice and data services 52,018 4 1% 2,693 04% NM
Other services 3.037 02% 2.445 03% 24 2%
Total revenue $1258567  1000%  SI23826  1000% 73 9%

*NM — Not Meaningful

Voice services revenue mcludes revenue from bundled local and long distance voice services, prepaid calling
card processing, and other voice communications based services, including shared tenant services, interactive voice
response services and stand-alone long distance services Vouce services revenue in 2001 increased to $606 8 millien
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from $386 § millon m 2000 The increase was primarily due to the growth n the number of our voice services
customers and our targeting of larger business customers

Data services revenue mcludes revenue from Internet access, network access and applications hosting services
Daia services revenue m 2001 increased to $596 7 mullion from $331 9 milhion 1n 2000 A primary contributor to
this growth was our migration from voice -centric service offerings to a more balanced portfolio of voice and data
services, facilitated m large part by our June 2000 acquisition of Concentric and the integrauon of 1ts data products
with our pre -existing services and by our development of new and enhanced data services Data services revenue
increased shightly as a percentage of total revenue for 2001 compared to 2000 due to a full year impact of the
integration of data products and the new and enhanced data services we have developed However, the majonty of
the impact realized from fully integrating these data products was partially offset by new customers choosing our
integrated voice and data services and customer bankruptcies

Integrated voice and data services revenue 1s generated largely from our XOptions produet, a flat-rate bundled
package offering a combination of vorce and data services Integrated voice and data services revenug 1n 2001
increased to $52 0 million from $2 7 million 1n 2000 The increase s primanly attributabie to the addition of
XOptions to our product portfolio beginmng n the fourth quarter of 2000

Costs and expenses The table below provides costs and expenses by classificanion and as a percentage of
revenue (dollars 1n thousands)

Year Ended December 31,

% of 2001 Y of 2000
2001 Revenue 2000 Revenue Y Change
Costs and expenses

Cost of service $ 527,698 419% § 302,666 41 8% 74 3%
Selling, operating and general 971,714 77 2% 730.604 100 9% 330%
Stock-based compensation 37173 3 0% 48,328 6 7% (23 1%)
Depreciation and amortization 1,162,671 92 4% 617,714 85 3% 88 2%
Restructuring charge 509,202 40 5% — — NM
In-process research and development — — 36,166 50% NM

Total $3,208,458 31735478 84 9%

*NM — Not Meamingful

Cost of service Cost of service includes expenses directly associated with providing telecommunications
services to our customers Cost of service includes, among other 1items, the cost of connecting customers to our
networks via leased facilities, the costs of leasing components of our network facilities and costs paid to third party
providers for interconnect access and transport services Cost of service m 2001 was $527 7 million compared to
$302 7 million 1n 2000 Cost of service for 2001 was consistent as a percentage of revenue as compared to 2000, but
mcreased in absolute dollars on a penod-over-period comparison due to the corresponding imcrease tn revenue

Selling, operating and general Selling, operating and general expense cludes expenses related to sales and
marketing, internal network operations and engineering, information systems, and general corporate office
functrons Selling, operating and general expense 1n 2001 was $971 7 million compared to $730 6 mllion 1 2000
The majority of the period-over-period increase was due to the full year impact of increased sales, network
operations and customer support headcount associated with the expansion of our business and the June 2000
Concentnc acquisition Selling, operating and general expense decreased as a percentage of revenue in 2001
compared to the same period 1n 2000 due to continued efficiencies generated by the centralization of many
functions

Stock-based compensation Stock-based compensation i 2001 decreased to $37 2 milhon from $48 3 million

1 2000 primarily due to the vesting of a fixed number of shares of restricted stock 1ssued n 2000 1n conjunction
with the Concentric acquisition

Depreciation and amortization Our net property and equipment increased to $3,742 6 million as of December
31, 2001 versus $2,794 1 milhion as of December 31, 2000 As we launched and expanded services m new and
existing markets, more assets were placed into service, which caused depreciation expense to increase to
$447 0 mullion 1n 200] from $223 8 milhion 1n 2000 Amortization expense increased to $715 7 million in 2001 from
$393 9 million 1n 2000 Of the total 2001 amortization expense, 83 1% relates to goodwill amortization The
significant increase 1s primarily due to the amortization of additional goodwill and intangible assets recorded as a
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result of the June 2000 Concentric acquisition, which are being amortized over a period of up to five years In
conjunction with the implementation of SFAS No 142, we wrote off all of the carrving value of our goodwill 1 the
first quarter of 2002

Restructuring charge During 2001, we recorded $509 2 million of estimated restructuring charges pnmaniy
refated to implementation of our plan to restructure certain of our business operations The restructuring plan
includes divesting certain assets and bustnesses, and reducing our discretionary spending, capital expenditures and
workforce, based on our assessment of current and future market conditions The restructuring charges include a
$366 8 million write-down for the excess of carrying value of assets that were to be sold or abandoned, mcludmng
our Eurcpean business unit The conselidation and exiting of domesuc facility leases accounted for $134 4 million
of the restructuring charges and was determined based on the future minimum rent commitments for the buildings
management 1ntended to €xit less estimated sublease rental streams We also reduced our workforce by
approximately 700 empleyees and recorded an $8 O million restructuring charge related to imvoluntary termination
severance The employment of the majority of the notified employees was terminated by December 31, 2001

In-process research and development As a resuit of the Concentnic merger i June 2000, we incurred a

$36 2 million one-time charge (n the second quarter of 2000 resulting from an allocation of the purchase price to
m-process research and development The allocation represents the estimated fair value based on nisk-adjusted future
cash flows of Concentric’s incomplete projects at that time

Interest income Interest ncome n 2001 decreased to $77 9 mulhion from $180 9 rmlhion in 2000 The decrease

in interest income corresponds to the decrease 1n our 2001 average cash and marketable securities balances and a
reduction 1n interest rates

Interest expense, net Interest expense, net in 2001 1ncreased to $465 4 million from $434 1 wmllion 1n 2000
The increase 1n interest expense, net was primarily due to an increase n our average outstanding indebtedness over
the respective periods resulting from our increased borrowings under our Pre-Petition Credit Facility during 2000
and 2001, the 1ssuance of $517 5 million of 5%% convertible subordinated notes in January 2001, and the
assumption of $150 0 mullion of debt 1 connection with our June 2000 acquisition of Concentric offset n part by
the impact of the repurchase of certam semor notes discussed below. a reduction 1n interest rates and increased
capitalized interest on constructed assets

Other income (loss), net Other ncome (loss), net decreased from income of $163 6 million in 2000 to a loss of
$93 8 mullion in 2001 The 2001 loss relates primanly to an $89 0 millton write down for an other than temporary
decline 1n the value of certamn available-for-sale investments The other tncome in 2000 relates primarily to a
$225 1 million gain on the sale of an equity investment partly offset by a $57 7 million write-down for an other than
temporary decline n the value of certain available-for-sale investments

Extraordinary gain on repurchases of debt, net In the second half of 2001, we recorded an extraordinary gam
totaling $345 0 million related to our repurchase of $557 1 million of senior notes at a substantial discount from
their respective face values

Net loss Net loss in 2001 increased to $2,086 1 mullion from a net loss of $1,101 3 million 1n 2000 due to the
foregoing factors

Gain on repurchases af preferred stock, net In the second half of 2001, we recorded a net gain totaling

$376 9 mitlion related to our repurchase of $472 6 million in liqudation preference of our preferred stock at a
substantial discount from their respective carrying amounts

Preferred stock dividends and accretion of preferred stvck redemption obligation, net Preferred stock
dividends and the accretion of the preferred stock redemption decreased to $129 7 mullion in 2001 from
$146 4 million 1n 2000 due to the impact of the repurchase of the preferred stock discussed above offset n part by
the increase 1n our average outstanding preferred stock balance durmg the first half of 2001

Net loss applicable to common shares Net loss applicable to common shares 1n 2001 increased to
$£1,838 9 mallion from $1,247 7 million 1in 2000 due to the foregoing factors

Liquidity and Capital Resources

Our goal 1s to provide our customers complete, integrated, voice and data network applications and services
primarily through networks that we own or control Historically, this strategy has increased our operating losses by
requiring us to incur significant cests and to make substantial capital mvestments before we reahize related revenue
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We have completed much of the construction relating to our metro fiber networks, which required substantial caprtal
investment We believe that the implementation of the restructuning of our debt and capital under the Plan of
Reorgamzation and the various initiatives we have undertaken to reduce operating costs and capttal expenditures
over the past two years, positions us to be able to successfully execute our business plans and generate cash flow
over the long term However, 1n the near term we expect to incur net negative cash flows from operating and
mvesting activities

Reorganization Overview, Changes in our Capital Structure

As described i the 2001 Annual Report, in light of conditions in the capital markets and our funding needs, XO
took a number of steps during 2001 to conserve cash on hand and raise additional capital However, conditions in
the capital markets for telecommunications companies continued to detertorate, and, in late 2001, we determined
that, 1n light of the substantial declmes in market valuation suffered by telecommunications service providers
throughout the industry in 2001, we would be unable to obtain the additional funding needed to conduct our business
plan without a significant balance sheet reorgamzation

In order to complete this reorganization, on June 17, 2002, XO Parent filed a voluntary petition for relief under
Chapter 1 of the Bankruptcy Code with the Bankruptcy Court Concurrent with its Chapter 11 filing, XO Parent
submttted a proposed Plan of Reorganization, which 1s discussed tn detail in the Overview sectiton above, 1n note 2
to the accompanying consolidated financial statements and in Item 1, *Business — Our Chapter 11 Reorganization”
On November 15, 2002, the Plan of Reorganization was confirmed by the Bankruptcy Court On January 16, 2003,
XO Parent consummated the transactions contemplated by the Plan of Reorganization and emerged from Chapter 11
bankruptey protection Linder the Plan of Reorganization, XO Parent has emerged from its Chapter i1 proceedmgs
with

e no preferred stock and dividend obligations,

¢ sigmficantly reduced debt and interest obhgations, only $500 million of long-term indebtedness remains,
pursuant to the New Credit Agreement, which includes:

o financial covenants generally more favorable than those mcluded in the Pre-Petition Credit Facility,

o amended maturity and principal repayment terms modified so that required principal payments are
deferred by two and a half years when compared to the Pre-Petition Credit Facility, and

o amended interest payment terms modified so that no cash interest payments are required to be made by
us until we achieve specified financial targets

The maturity date of the outstanding principal under the New Credit Agreement 1s July 15, 2009 Automatic and
permanent quarterly reductions of the principal amount commence on October 15, 2007 with scheduled principal
repayments totalmg $25 million 1n 2007, $150 mullion 1n 2008 and $325 mullion mm 2009 The secunty for the New
Credit Agreement consists of all of the assets of XO Parent, including stock of its direct and indirect subsidiaries,
and all assets of virtually all of those subsidianes The New Credit Agreement hmits additional indebtedness, hens,
dividend payments and certain investments and transactions, and contains certain covenants with respect to
minimum cash balance, minimum EBITDA (earnings before interest, taxes, depreciation and amortization)
requirements and maximum capital expenditures Loans under the New Credit Agreement bear mterest, at our
optron, at an alternate base rate, as defined, or reserve-adjusted London Interbank Offered Rate plus, n each case,
applicable margins We are not required to pay cash interest accrued on the principal amount under the New Credit
Agreement until we meet certain financial ratios Nevertheless, we may elect to begin paying interest in cash earlier
than the required date, but, based on our current funding requirement, we would not anticipate making such an
election 1n the foreseeable future Once we begin to pay accrued interest in cash, even in the case of an early
clection, the applicable margins are reduced Approximately 85% of the underlying loans of the New Credit
Agreement are held by Arnos Corp, an entity controlled by Mr Icahn

Cash Conservation Intnatives

Our balance of cash and marketable secunties decreased to $561 0 million at December 31, 2002 from
$755 2 million at December 31, 2001 This decrease primarily resulted from capital expenditures during the early
part of 2002 relating to the completion of ongoing network construction projects We continue to focus on
mimimuzing the rate at which we use our cash to fund operations and capital expenditures, and preserving cash and



marketable securities For the past year, the reduction in the rate at which we use our cash has been accomplished
by

» significantly reducing our capitat requirements largely due to the completion of several sigmficant
technology and network enhancements projects and decreases 1n success-based capital spending,

e ceasing to pay interest on the Pre-Petition Credit Faciiity and our pre-petition senior and subordinated
unsecured notes and dividends on our preferred stock,

e 1mplementing a senes of expense reduction and cash conservation inittatives, which have resulted in the
reduction of cost of service and selling, operating and generai expenses 1n both absolute dollars and as a
percentage of revenue, and

e mproving working capital mainly through aggressive coliections of our outstanding accounts recervable,
and, to a lesser extent, deferred payment of XO Parent’s pre-petition habihities

Future Funding Needs, Capital Resources and Liquidity Assessment

We expect that, in the near term. our business will use existing cash to fund capital expenditures and working
capital requirements The majornity of our ptanned capital expenditure requirements will be “success-based” in that
they will be used to purchase and nstall switches, routers, servers or other customer-related equipment and
electromes 1n connection with adding new customers or increasing the amount of services provided to existing
customers Much of the remaimng planned capital expenditures will be for the continued development and
implementation of our information systems to support and enhance the provis ioming and billing of new and existing
customers Part of our working capatal requirements are commitments under lease and contractual ebligations for
maintenance and service agreements Such future mimimum commitments are as follows {dollars 1n thousands}

Other long-term Total mnimum

Operating lease  Capitallease  contractual long-term

Year Ending December 31, obligations obligations obligations _obligations
2003 $ 62,733 $ 10,031 $ 74126 § 146,890
2004 59,045 2,809 57,612 119.466
2005 55,600 2,668 17,574 75,842
2006 51.458 2416 14,577 68.451
2007 47,334 1,733 11,780 60,847
Thereafier 232.550 277 107,277 340.104

Total future mimimum longterm obligations 8508720 §19934 §__ 282946 § _ R11.600

There are no additional borrowings available under our New Credit Agreement, although, under certain
circumstances, the New Credit Agreement permits us to obtain a sentor secured facility of up to $200 0 mullion, less
the amount of any proceeds from the Rights Offering, so long as the temms are satisfactory to the administrative
agent and holders of a majority of the principal amount of the loans outstanding under the New Credit Agreement
Arnos Corp , a company controlled by Mr lcahn, holds approximately 85% of the principal amount of the loans
outstanding under the New Credit Agreement Under the Plan of Reorgamization and after the SEC has declared
effective a registration statement to be filed wath the SEC, XO Parent will 1ssue to certain holders of claims and
interests in XO Parent who hold such claims and/or interests as of the November 15, 2002 record date, rights to
subscribe for up to 43,333,233 shares of New Common Stock, at $5 00 per share, through the Rights Offering
Recently, our New Common Stock has been trading at less than $4 00 per share and unless such price increases priot
to the concluston of the Rights Offering, we would not expect much, 1f any, additional funds to be raised through the
Rights Offering

Although we expect that our balance of cash and marketable securities will decline 1n the near termto fund
capital expenditures and working capital requirements discussed above, given (1) our current assumptions with
respect to trends 1n our business, (1) our estimates concerming the substantially lower levet of capital expenditures
that we will incur to support our business plan and (1) the significant reduction 1n cash needed to meet our debt
service requirements because we are not required to pay interest accrued on the New Credst Agreement until we
meet certain financial ratios, we believe that the $561 0 milhion of cash and marketable secunities on hand as of
December 31, 2002 will be sufficient to fund our operations until the cash flows generated by our operations are
sufficient to fund our captal expenditures and debt service requirements.

Credit Risk
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Financial instruments that potentially subject us to concentrations of credit nsk consist primanly of trade
recervables Although our trade recervables are geographically dispersed and include customers m many different
industries, a portion of our revenue 1s generated from services provided to other telecommunications service
providers Several of these companies have recently filed for protection under Chapter 11 of the Bankruptcy Code
We believe that our established valuanion and credit allowances are adequate as of December 31, 2002 to cover these
risks

Critical Accounting Policies

As discussed in note 3 to the financial statements, we will be adapting fresh start accounung during the first
quarter of 2003, creating, 1n substance per SOP 90-7, a new reporting entity SOP 90-7 also requires that changes 1n
accounting principles that will be required 1n the financial statements of the emerging entity within twelve months
following the adoption of fresh start reporting be adopted at the time fresh start reporting 15 adopted

The preparation of the financial statements in accordance with accounting principles generally accepted 1n the
United States requires management to make judgments, estimates and assumptions regarding uncertainties that
affect the reported amounts of assets and habilities, disclosure of contingent assets and liabihties and the reported
amounts of revenues and expenses Management uses historical expertence and all available information to make
these judgments and estimates and actual results could differ from those estimates and assumptions that are used to
prepare our financtal statements at any given time Despite these inherent limitations, management believes that
Management’s Discusson and Analysts and the financial statements and footnotes provide a meaningful and fair
perspective of the company’s financial condition and its operating results Management believes the following
critical accounting policies affect its more sigmficant judgments and estimates used 1n the preparation of its
consolidated financial statements mcluded 1n this Annual Report on Form 10-K

Long-Lived Assets

Our long-lived assets include property and equipment, fixed wireless licenses, and 1dentifiable intangible assets
to be held and used Property and equipment 1s stated at hustorical cost net of accumulated depreciation
Depreciation 1s calculated on a straight-line basis over the estimated useful lives of the assets The estimated useful
lives of telecommunrations netwerks and acquired bandwidth are S to 20 years and 3 to 5 years for furmture
fixtures, equipment and other Investments in fixed wireless licenses consist of direct costs to acquire fixed wireless
licenses The estimated useful hife 15 20 years, which represents the original ten year hicense term with one ten year
renewal Renewal 1s conditioned upon the satisfaction of certain utilization requirements established by the FCC
Our current utilization may not be suffictent to satisfy this FCC condition on certain heenses which could impact the
FCC’s decision to renew These useful lives are determined based on historical usage with consideration given to
technological changes and trends 1n the industry that could impact the network architecture and asset utihzation
This latter assessment 1s significant because we operate within an industry 1 which new technologrcal changes
could render some or ali of our network related equipment obsolete requinng application of a shorter useful bife or,
1n a worst case, a write-off of the entire value of the asset Accordingly, 1n making this assessment, we consider the
views of experts both from internal and outside sources regarding the mmpact of technological advances and trends 1n
the industry on the value and useful lives of our network assets

Depreciation or amortization of the long-lived asset begins when the asset 1s substantially complete or placed
into service At December 31, 2002, our balance sheet includes approximately 3730 6 million of long-lived assets,
including construction-m-process and certain fixed wireless licenses, that were either not ready for theiwr intended
use or not placed into service, and accordingly are not being deprectated or amortized

In addition, long-lived assets, including property and equipment, fixed wireless hicenses, and ntangible assets
with defimite useful lives to be held and used, are reviewed for impairment whenever events or changes 1n
circumstances mdicate that the carrying amount should be addressed pursuant to SFAS No 144, “Accounting for the
Imparrment or Disposal of Long-Lived Assets,” or SFAS No 144 SFAS No 144 supersedes SFAS No 121,
“Accountmg for the Impairment of Long-Lived Assets and for Long-Lived Assets to Be Disposed Of,” or SFAS No
121 In accordance with implementation requirements, we tmplemented the provisions of SFAS No 144 1n 2002
The criteria for determming impairment for long-lived assets to be held and used are generally consistent with SFAS
No 121 Pursuant to SFAS No 144, impairment is determined by companng the carrying value of these long-lived
assets to management’s best estimate of future undiscounted cash flows expected to result from the use of the assets
and their eventual dispesition We believe that no impairment existed under SFAS No 144 as of December 31, 2002
and 2001 In the event that there are changes 1n the planned use of our long-lived assets or ourexpected future
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undiscounted cash flows are reduced significantly. our assessment of our ability to recover the carrying value of
these assets under SFAS No 144 could change

The magority of our goodwill and other mtangibles were acquired in the June 2000 Concentric merger In years
prior to 2002, all such costs were amortized using the straight-hne method over the estmated useful hives of the
assets We wrote off all of our goodwill 1n the first quarter of 2002 when we performed the transitional impairment
tests of goodwill as required by SFAS No 142 All of our other intangibles are definite life assets and are amortized
over a period up to 5 years

With our emergence from bankruptcy 1n early 2003, we will apply fresh start accounting which will result 1n a
sigmificant write-down of our long-lived assets The fair value of our long-lived assets for purposes of fresh start
accounting 15 expected to be approximately $661 0 million

Revenue Recognition

Revenues from telecommunications services are recognized when the services are performed, evidence of an
arrangement exists, the fee 15 fixed and determinable and collectibility 1s probable Service discounts and incentives
related to telecommunications services are recorded as a reduction of revenue when granted or ratably over a
contract period Fees billed i connection with customer 1nstallations and other upfront charges are deferred and
recognmized ratably over the estimated customer hife  Certaimn direct costs incurred for provisioning and mnstalling a
customer are also deferred and recognized ratably over the estimated customer life  Sales and commission costs
associated with acquiring the new customer are expensed as incurred We believe our methodology appropriately
matches the non-recurring and monthly recurring fees with the direct non-recurring costs over the estimated
customer life Any net deferred asset appropriately reflects the value of the customer base The estimated customer
life ts calculated by analyzing customer disconnects as a percentage of revenue This calculation 1s reviewed every
quarter

Revenue from the sale or lease of unlit network capacity 1s recognized upon consummation of the transaction
and the acquirer’s acceptance of the capacity i mstances when we receive upfiont cash payments and are
contractually obligated to transfer title to the specified capacity at the end of the contract term 1f the transaction
does not meet these criteria, revenue 1s recognized ratably over the contract term In 2001, approximately 1 5% of
our total revenue was attributed to sales of unlit network capacity There were no sales of unlit network capacity in
2002 or 2000

We establish a valuatien allowance for collection of doubtful accounts and other sales credit adjustments
Valuation allowances for sales credits are established through a charge to revenue, while valuation allowances for
doubtful accounts are established through a charge to selling, operating and general expenses We assess the
adequacy of these reserves menthly by evaluating general factors, such as the length of time individual recervables
are past due, historical collection experience, the economic and competitive environment, and changes in the credit
worthiness of our customers As considered necessary, we also assess the ability of specific customers to meet their
financial obligations to us and establish specific valuation allowances based on the amount we expect to collect from
these customers We can and have experienced material changes to our reserve requirements on 2 month to month
basis as significant customers have in the past unexpectedly filed for bankruptcy or otherwise became insolvent We
believe that our established valuation allowances were adequate as of December 31, 2002 and 2001 1f
circumstances relating to specific cusiomers change or economic conditions worsen such that our past collection
experience and assessment of the economic environment are no longer valid, our estimate of the recoverability of
our trade receivables could be changed Ifthis occurs, we adjust our valuation allowance in the period the new
information 1s known

New Accounting Pronouncements

In June 2001, the Financial Accounting Standards Board, or FASB 1ssued SFAS No 143, “Accounting for
Asset Retirement Obhigations,” or SFAS No 143, which requires an entity to recognize the fair value of a hability
for an asset retirement obligation n the period in which a legal or contractual removal obligation 15 mcurred 1f a
reasenable estimate of fair value can be made If a reasonable estimate of fair value cannot be made in the period the
asset retirement obligation 1s mcurred, SFAS No 143 requires the liability to be recognized when a reasonable
estimate of the fair value can be made The provisions of SFAS No 143 are effective for financial statements 1ssued
for fiscal years beginning after June 15, 2002 As required by SOP 90-7, we wall implement SFAS No 143 during
the first quarter of 2003 1n conjunction with the tmplementation of fresh start accounting. The pro forma balance
sheet and note 3, included 1n Item §, inciudes an estimated asset retrement obligation of $21 4 mulhion
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In April 2002, the FASB 1ssued SFAS No 145, “Rescission of FASB Statements No 4, 44, and 64,
Amendment of FASB Statement No 13, and Technical Corrections as of April 2002,” or SFAS No 145 SFAS No
145 eliminates the requirement to report material gains or losses from debt extinguishments as an extraordinary
item, net of any applicable income tax effect, in an entity’s statement of operations SFAS No 145 instead requires
that a gan or loss recognized from a debt extingmshment be classified as an extraordinary item only when the
extinguishment meets the critenia of both “unusual 1n nature™ and “infrequent in occurrence” as prescribed under
Accounting Principles Board Opimion, or APB, No 30, “Reporting the Results of Operations - Reporting the Effects
of Disposal of a Segment of a Business, and Extraordinary, Unusual and Infrequently Occurming Events and
Transactions ” The provisions of SFAS No 145 are effective for fiscal years beginning after May 15, 2002 with
respect to the rescission of SFAS No 4 and for transactions occurning after May 15, 2002, with respect to provisions
related to SFAS No 13 We have recognized extraordinary gams from debt repurchases 1n 2001 and believe that the
classification of such gains as extraordinary items will change under SFAS No 145 when we implement fresh start
accounting 1n accordance with SOP 90-7

In June 2002, the FASB 1ssued SFAS No 146, “Accounting for Costs Associated with Exit or Disposal
Activitics” or SFAS No 146 SFAS No 146 requires that costs, including severance costs, associated with exit or
disposal activities be recorded at their fair value when a hability has been incurred Under previous guidance, certain
exit costs, including severance costs, were accrued upon managements’ commitment to an exit plan, which1s
generally before an actual liability has been incurred We will apply the provisions of SFAS No 146 to any exit or
disposal activities tmitiated after December 31, 2002

In December 2002, the FASB 1ssued SFAS No 148, “Accounting for Stock-Based Compensation-Transition
and Disclosure,” or SFAS No 148 SFAS No 148 amends SFAS No 123, “Accounting for Stock-Based
Compensation,” to provide alternative methods of transition to SFAS No 123’s fair value method of accounting for
stock-based employee compensation SFAS No 148 also amends the disclosure provisions of SFAS No 123 and
APB No 28, “Interim Financial Reporting,” to require disclosure 1n the summary of significant accounting policies
of the effects of an entity’s accounting policy with respect to stock-based employee compensation on reported net
income and earnings per share in annual and nterim financial statements While SFAS No 148 does not amend
SFAS No 123 to require companies to account for employee stock options using the fair value method, the
disclosure provisions of SFAS No 148 arc applicabie to all companies with stock-based employee compensation,
regardless of whether they account for that compensation using the fair value method of SFAS No 123 or the
intrinsic value method of APB No 28 The provisions of SFAS No 148 are effective for fiscal years beginming after
December 15, 2002 wath respect to the amendments of SFAS No 123 and effective for financial reports containing
condensed financial statements for interim periods beginning after December 15, 2002 with respect to the
amendments of APB No 28 We wili implement SFAS No 148 effective January 1, 2003 regardng disclosure
requirements for condensed financial statements for mterim periods Management 1s currently evaluating the inpact
of applying the fair value method of accounting for stock based compensation on the Company’s results of
operations and financial position

Item 7A. Quantitative and Qualitative Disclosure About Market Risk

As of December 31, 2002, we had obligations relating to our outstanding pre-petition redeemable preferred
stock, senior notes, and subordinated notes All such obligations were cancelled erther in exchange for other
consideration or without consideration upon our emergence from Chapter 11 pursuant to the Plan of Reorganmization
and, therefore, do not subject us to future market nsk

On January 16, 2003, the effective date of XO Parent’s emergence from Chapter 11, we amended the $1 0
billion Pre-Petition Credit Factlity in accordance with the Plan of Reorganmization At the effective date, the New
Credit Agreement was comprised of $500 0 million junior secured loans with pnneipal amounts payable beginning
October 2007, and the rate at which interest accrues under the entire outstanding balance 1s variable Currently, we
do not pay cash interest on the New Credit Agreement However, mnterest accrues based on variable rates Interest
expense and future cash flow exposure are 1llustrated in the following table (dotlars 1n millions)

Annual Interest Expense Given an No Change Annual Interest Expense Given an
Interest Rate decrease of in Interest Interest Rate increase of
Cash Flow Risk X Basis Points Rates X Basis Points
(150 BPS) {100 BPS) (S0BPS) Fair Value 50BPS 100 BPS 150 BPS
New Credit Agreement $292 $317 $342 3367 $392 $417 $44 2
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Marketable securities consist of an investment portfolio contaiming U S government agency 1ssued and other
securities with a duration of less than one year These securities are classified as “availabie for sale ” If interest rates
were to increase or decrease tmmediately, 1t would not likely have a material impact on the fair value of these

financial instruments or on the interest we would earn on our investment portfolio as 1llustrated n the follo wing
table (dollars 1n millions)

Ne
Valuation of Securities Grven an Change Valuanion of Securities Grven an
Interest Rate decrease of Interest Interest Rate increase of
Fair Value Risk X Basis Points Rates X Basis Points

{150 BpPS) (100 BPS) (50BPS) Far Value S0BPS 100 BPS 150 BPS

Financial Assets.

Marketable securities —over 1 year § 2479 § 2475 % 2472 § 2469 § 2466 F5 2462 § 2458

The sensitivity analyses provide only a limited, point-in-time view of the market risk sensittvity of certam of our
financial instruments The actual impact of market interest rate and price changes on the financial instruments may
differ significantly from those shown n the above sensitivity analyses

We are not currently engaged in the use of off-balance sheet derrvative financial mstruments, to hedge or
partially hedge interest rate exposure

Item 8. Financial Statements and Supplementary Data

Our consolidated financial statements are filed under this Item, beginning on page F-1 of this Report

FtemY. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

On May 15, 2002, we dismissed our independent auditors, Arthur Andersen LLP, and appomnted Ernst & Young
LLP to serve as our new independent auditors for the year ending December 31, 2002 Our Board of Directors
approved this decision We filed a current report on Form 8-K with the SEC on May 16, 2002, which included a
noufication that the change was effective on May 135, 2002

Arthur Andersen's report on our financial statements for the fiscal year ending December 31, 2000 did not
contain an adverse opinion or disclaimer of opinion, nor were such reports qualified or modified as to uncertainty,
audit scope or accounting principles Arthur Andersen's report on the Company's financial statements for the fiscal
year ending December 31, 2001 included an explanatory paragraph that discussed the substantial doubt concerning
our ability to continue as a gomng concern

During each of the two fiscal years ending December 31, 2000 and 2001, there were* (1) no disagreements with
Arthur Andersen on any matter of accounting principle or practice, financial statement disclosure or auditing scope
or procedure which, 1f not resolved to Arthur Andersen's satisfaction, would have caused them to make reference to
the subject matter in connection with their report on our financial statements for such years, and {11) there were no
reportable events as defined 1n Item 304(a)( 1) v} of Regulation S-K

During each of our twoe fiscal years ending December 31, 2000 and 2001 and through the date of their
appointment, we did not consult Emst & Young with respect to the application of accounting principles to a
specified transaction, erther compleled ot proposed, or the type of audit opinion that might be rendered on our
financial statements, or any other matters or reportable events as set forth in Ttems 304(a){2)(1} and (1) of
Regulation $-K
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PART 111

Item 10, Directors and Executive Officers of the Registrant

Prior to January 16, 2003, effective date of our Plan of Reorganization, our Board of Directors was comprised of the
following individuals Damel F Akerson, Nathamel A Davis, Nicolas Kauser, Craig O McCaw, Sharon L Netson,
Henry R Nothhaft, Jeffrey S Raikes, Peter C Waal, and Denmis M Weibling Additional information concerning

these former board members 15 included 1n our Annual Report on Form 10-K for the year ended December 31, 2001

The names, ages and positions with XO of our current directors and executive officers are listed below

Name Age Position
Carl C leahn (1) 67  Chairman of the Board of Directors
Nathame! A Davis 49 President, Chief Operating Officer and Director
Andrew R Cohen (1) 41 Durector
Adam Dell (2) 32 Durector
Vingent J Intnien (2)(3) 46  Director
Keith Meister {1}(3) 29 Durector
Nancy B Gofus 49  Executive Vice President, Marketing and Customer Care
Michael § Ruley 43 Executive Vice President. Market Sales Operations
Gary D Begeman 44  Semor Vice President, General Counsel and Secretary
Mark W Fars 48  Semor Vice President, Network Operations
John H Jacquay 50 Senior Vice President, National Sales
Wayne M Rehberger 46  Sentor Vice President, Chuef Financial Officer
R Gerard Salemme 49  Semor Vice President, Regulatory and Legislative Affairs
William Garrahan 45 Vice President, Corporate Development and Strategic Planning
(N Member of the Executive Commurtee of the Board of Directors
(2) Member of the Audit Commuittee of the Board of Directors
[£))] Member of the Compensation Commuttee of the Board of Directors

Brief biographies of our directors are set forth below

Carl C Icahn Mr lcahn has served as our Chairman of the Board of Directors since January 2003 Since 1984,
he has served as the Chairman of the Board and a Director of Starfire Holding Corporation (formerly Icahn Holding
Corporation), a privately-held holding company, and Chairman of the Board and a Director of various subsidiaries
of Starfire, mcludimg ACF Industries, Incorporated, a privately-held railcar leasing and manufacturing company
Since 1968, he served as the Chairman of the Board and President of Icahn & Co , Inc , a registered broker-dealer
and a member of the National Association of Securities Dealers Since November 1990, Mr Icahn has been
Chairman of the Board of American Property Investors, Inc , the general partner of American Real Estate Partners,
L P, a public limited partnership that invests 1n real estate Since 1993, Mr Icahn has been a Director of Cadus
Pharmaceutical Corporation, a firm which holds various biotechnology patents Since October 1998, Mr Icahn has
been the President and a Director of Stratosphere Corporation which operates the Stratosphere Hotel and Casino
Since September 2000, Mr Icahn has served as the Chairman of the Board of GB Holdings, a holding company that
owns the Sands Hotel and Casino 1n Atlantic City, New Jersey

Nathaniel A Davis Mr Davis has served as our President and Chief Operating Officer since joinmg XO n
January 2000 In February 2000, he was elected to serve on our Board of Directors From October 1998 to January
2000, Mr Davis served as Executive Vice President of Technical Services for Nextel Communications From
November 1996 to September 1998, Mr Davis was Chief Financial Officer of U § Operations at MC1 Mr Davis
currently serves as a director of Mutual of America Capital Management Corporation and XM Satellite Radio, Inc

Andrew R Cohen Mr Cohen has been a member of our Board of Directors since January 2003 Since 2000, he
has served as Chief Technology Officer of Icahn Associates Corp From 1999 to 2000, Mr Cohen served as sentor
vice president and chief technology officer of American Greetings & Americangreetings com  From 1998 to 1999,
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he served as President of CNS Development. which provides website transaction consulting services From 1992 to
1998, Mr Cohen served as vice president of development of Micrografx, Inc , a consumer and business enterprise
software company

Adam Dell Mr Dell has been a member of our Board of Directors since January 2003 Since january 2000, he
has served as the Managing General Partner of Impact Venture Partners, a venture capital firm focused on
information technology mvestments From October 1998 to January 2000, Mr Dell was a Semior Associate and
subsequently a Partner with Crosspeint Venture Partners in Northern California From July 1997 to August 1998, he
was a Senior Associate with Enterprise Partners in Southern Califormia From January 1996 to June 1997 Mr Dell

was associated with the law firm of Winstead Sechrest & Minick, 1 Austin, Texas, whete he practiced corporate
law

VincentJ Intrrert Mr Intrien, has been a member of our Board of Directors since January 2003 Since March
2003. he has been Managing Director of Icahn Associates Corp From 1998 to March 2003, he served as a portfolto
manager of High River Lumited Partnership From 1995 to 1998, Mr Intrien served as portfolio manager for
distressed investments with Elliot Associates L P, a New York investment fund Prior to 1995, Mr Intner was a
partner at the Arthur Anderson accounting firm and 18 a certified public accountant Mr Intrien currently serves on
the board of TransTexas Gas Corporation

Keith Meister Mr Meister has been a member of our Board of Dtrectors since January 2003 Since June 2002, he
has served as senior imvestment analyst of High River Limited Partnership From March 2000 through 2001, Mr
Meister co-founded and served as co-president of ) Net Ventures, a venture capital fund focused on investments in
mformation technology and enterprise software businesses From 1997 through 1999, Mr Meister served as an
mvestment professional at Northstar Capital Partners, an opportunistic investment partnership with assets 1n excess
of $2tullion From 1995to 1997, Mr Meister served as an investment analyst in the investment banking group at
Lazard Freres

Nancv B Gofus Ms Gofus has served as our Executive Vice President, Marketing and Customer Care since
September 2000 and was our Senior Vice President and Chief Markeung Officer from January 2000 until September
2000 From March 1999 to December 1999, she was the Chief Operating Officer of Concert Management Services,
In¢ , which previously was a wholly-owned subsidiary of British Telecom and 15 a global provider of managed
telecommunications services From March 1995 to March 1999, Ms Gofus was Concert’s Senmior Vice President of
Marketing

Michael § Ruley Mr Ruley has been Executive Vice President, Market Sales Operations since March 2001
From June 1999 to March 2001, he was our President, West Region From Apnl 1998 to June 1999, he was the
President of our Southwest Region From June 1996 to April 1998, Mr Ruley held various positions at Teleport
Communications Group, including Regional Vice President of the Pacific Bell Terntory and Vice President and
General Manager of both the San Francisco and Colorado markets

Gary D Begeman Mr Begeman has served as our Sentor Vice President, General Counsel and Secretary since
November 1999 From May 1997 to November 1999, he was Deputy General Counsel of Nextel Communications,
and from August 1999 to November 1999, he also was a Vice President of Nextel Commumcations From
January 1992 to May 1997, Mr Begeman was a partner of the law firm Jones, Day, Reavis & Pogue, specializing in
corporate and securities law and mergers and acquisitions

Mark W Faris Mr Fans has been our Sentor Vice President, Network Operations since April 2001 From
September 2000 to Aptil 2001, he was the Chief Operating Officer of Gemem Networks From March 2000 to
September 2000, Mr Fanis was President and Chief Operating Officer of BlueStar Communications Prior to that, he
had been employed by Southwestern Bell for over 20 years

John H Jacquay Mr Jacquay has been our Semior Vice President, National Sales since February 2002 From
November 1999 to February 2002, he was Chairman and Chief Executive Officer of Pagoo, Inc From January 1999
to July 1999, Mr Jacquay was President and Chief Operating Officer of GRIC Communications From 1997 to
1999, he was Chief Operating Executtve - Regulated Industries unit of MCI Systemhouse From 1996 to 1997, Mr
Jacquay was President - Network Services of US ONE Communications

Wayne M Rehberger Mr Rehberger has served as our Senior Vice President, Chief Financial Officer since
December 2000 From Aprl 2000 to August 2000, he was Chief Financial Officer of Nettel Communications On
September 28, 2000, Nettel filed a voluntary petition under Chapter 11 of the U § Bankruptcy Code From August
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2000 to October 2000, Mr Rehberger was our Semor Vice President of Finance From April 1999 to March 2000,
Mr Rehberger was Senior Vice President of Finance at MCl WorldCom From June 1986 to March 1999, he held
other senior level finance positions at MCI

R Gerard Salemme Mr Salemme has served as our Senior Vice President, Regulatory and Legislative Affairs
since January 2000 From March 1998 to January 2000, he served as our Senior Vice President, External Affairs and
Industry Relations From July 1997 to March 1998, he was our Vice President, External Affarrs and Industry
Relations From December 1994 to July 1997, Mr Salemme was Vice President, Government Affairs at AT&T
Corp

William Gurrahan Mr Garrahan has served as our Vice President, Corporate Development and Strategic
Planning since July 2001 From September 1996 to February 2001, he was a Senior Vice President with Lehman
Brothers, 1n 1ts equity research department

Each director will hold office until the first meeting of stockholders immediately following expiration of s
one-year term of office and until his successor 1s qualified and etected, or until his earlier resignation or removal
We do not have a classified or staggered board

As discussed above, on June 17, 2002, XO Parent filed a voluntary petition for bankruptcy under Chapter 1} of
the Umited States Bankruptcy Code in the United States Bankruptey Court for the Southern District of New York,
and emerged from bankruptcy on fanuary 16, 2003 Messrs Davis, Ruley, Jacquay, Begeman, Faris, Rehberger,
Salemme and Garrahan and Ms Gofus each were executive officers of XO Parent during the bankruptey
proceedings

Section 16(a) Beneficial Ownership Reporting Compliance

Section 16(a) of the Securities Exchange Act of 1934 requires our directors, executive officers and any person
who owns more than 10% of our common stock, whom were tefer to collectively as the Reporting Persons, to file
with the Securities and Exchange Commuission reports of ownership and reports of changes in ownership of our
common stock Under Securities and Exchange Commussion rules, we receive copies of all Section 16(a) forms that
these Reporting Persens file We have reviewed copies of these reports and written representations from the
Reporting Persons We believe all Reporting Persons complied with their Section 16(a) reporung obligations during
2002, except for the following individuals Messrs Davis, Begeman, Rehberger, Salemme, Ms Gofus and Doug
Carter and Scott Macleod, former executive officers of ours, had a late Form 5 filing with respect to the cancellation
of certain options to purchase pre-petition class A common stock 1n connection with our May 2001 option exchange
program, Mr Fans had a late Form 5 filing with respect to the purchase of shares of pre-petition class A common
stock under our employee stock purchase plan, and Jeffrey S Raikes, a former member of our Board of Directors,
had a late Form 4 filing with respect to the sale of shares of our pre-petition class A common stock

Item11. Executive Compensation

Summary Compensation Table

The following table sets forth, for the fiscal years ended December 31, 2002, 2001, and 2000, individual
compensaton information for our Chief Executive Officer, and each of our four most highly compensated executive
officers, whom we refer to collectively as the Named Execuuve Officers

Long Term
Compensation Awards
Annua! Compensation Restricted Securities All Other
Stock Award(s) Underlying Compensation

Na Principal Position Year  Salary($)  Bonus(S) (1) $2) Opuions (#) (3) ®H«
Damel ¥ Akerson 2002 377,303(5) —(5) —_ — 5,606
Chief Executive Officer 2001 318,004(5) -—{(3) — — 38,331
2000 500,000 477,950 — 500,000 57,580
Nathamel A Davis 2002 382212 — — 1,423,750 8,769
President and Chief Operating Officer 2001 375,000 296,136 432,500 — 194
2000 375,000 239,524 — 1,975,000 179
R Gerard Salemme (6} 2002 217,300 85417 — 59,500 3,224
Semior Vice President, Regulatory and 2001 213,200 223,655 86,500 — 6,787
Legislative Affarrs 2000 221,400 205,000 — 70,000 8,687
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(2)  The potential realizable value 1llustrates value that night be realized upon exercise of the options immediately prior to the expiration of
thetr terms, assuming the specified compounded rates of appremation of the market price per shate from the date of grant to the end of the
option term The gauns shown are net of the option exercise price. but do net include deductions for taxes and other expenses payable upon
the exercise of the option or for sale of underlying shares of pre-petition class A common stock No Named Executtve Officer, however
realized or can reahize any value with respect to such granis because, pursuant 10 XO Parent’s Plan of Reorgamzation, all nterests in such
stock options and all such shares 1ssuable upon exercise thereof were cancelled and termmated effective January 16, 2003, the date that the
Plan of Reargamization was consummated, and no Named Executive Officer exercised any such option prior to January 16, 2003

Aggregated Option Exercises and Fiscal Year-End Option Values

Shares Number of Securities Value of Unexercised

Acquired on Underlying Unexercised Options  In-the-Money Options at Fiscal

Exercise ()  Value Reabzed (%) at Fiseal Year-End (#)(1) Year-End ($)(2)
Name Exercisable  Unexercisable Exercisable  Unexercisable
Damel F Akerson —_ —_ 5,200,000 1,000,000 129.600 0
Nathaniel A Dawvis — — 731,648 892,102 0 9,600
R Gerald Salemtne — —_ 400,876 28924 0 0
Michael S Ruley — — 561,319 158,646 283 566
Narcy B Gofus — - 159,201 153,299 2,400 2400

(1) Pursuant to XO Parent’s Plan of Reorgamization, all interests in such stock options, all such shares 1ssued upon exercise thereof, were
cancelled and termunated effective January 16, 2003, the date that the Plan of Reorgamization was consummated

(2)  For purposes of these calculations, the value of our pre-petition class A commen stock was $0 053 per share, which was denved based
on trading on the Masdaq Over-the-Counter Bulletin Board Nevertheless. XO Parent s Plan of Reorgamzanon provided that nterests
In its pre-petition class A common stock would be cancelled and terminated without any recovery, and none of the Named Executive
Officers exercised any exercisable options set forth above prior to the effective date of such plan

Employment Agreements and Other Arrangements

Nathaniel A Dawis We have entered into an employment agreement with Mr Davis that provides for his
employment as President and Chief Operating Officer through January 3, 2004 It provides for an annual base salary
of $375,000, which we may increase annually, and for an annual bonus of up to 70% of base salary, as determined
by our Board of Directors Pursuant to the agreement, we granted Mr Davis options to purchase 1,650,000 shares of
our pre-bankruptcy class A common stock Of these options, Mr Davis exchanged eptions to purchase 1,350,000
shares of class A common stock for options to purchase 1,147,500 shares class A common stock 1n connection with
the Offer to Exchange with respect to outstanding options that we undertook in May 2001 See “Report on Repricing
of Opuions™ 1n our Annual Report on Form 10-K for the year ended December 31, 2001 All of the options granted
to Mr Davis and all shares of class A common stock 1ssued or tssuable upon exercise thereof, were cancelled and
terminated effective January 16, 2003, the date that XO Parent’s Plan of Reorganization was consummated

Mr Davis’s employment agreement also provides that 1n the event of permanent disability during his
employment term, we will pay mm his exasting base salary and will make all of tus benefit payments for a pertod of
twelve months following the date of the disability In addition, 1t provides that in the event that Mr Davis’s
employment 15 terminated by us other than for cause, 1s constructively terminated or 1s terminated upon or following
a change i control, we will pay him his existing base salary, annual bonus and benefits that he would have received
from the time of termination to the expiration of the agreement’s imtial term Under certain ¢ircumstances, we will
make additional payments to Mr Dawis for taxes due with respect to any payments or benefits under his agreement
treated as an “excess parachute payment” within the meaning of Section 280G of the Internal Revenue Code or any
comparable provision of state or local tax law

Under the employment agreement, Mr Davis’s employment 1s constructively terminated 1f he terminates his
employment as a direct resuit of

e areduction in his ininal base salary or in the maximum permitted annual bonus percentage,
e amaterial change 1n his responsibilities that 1s mnconsistent with his position, or
e our matenal breach of the agreement

Under the employment agreement, a change of control means the occurrence of any of the followmg events,
subject to certain exceptions’

e we merge with another company where our stockholders hold less than a majority of the combed voting
power of the company surviving the merger,



» we sell all or substantially all of our assets to any other company,

®  51% or more of our outstanding voting stock 15 acquired by a person, entity or “group” (within the meaning
of Rule 13d-5(b) under the Secunties Exchange Act of 1934), and

L4 similar transactions or events

Mr Davis 1s subject to confidentiality and non-competition restrictions during the employment term and for a
period of two years after the termination of the employment In the event that Mr Davis’s employment 1s
constructively terminated or terminates following the occurrence of a change 1n control, he will not be subject to the
non-competition restricions The transactions contemplated by or Plan of Reorgamzation resulted m a change of
control for purposes of this agreement

R Gerard Salemme We have entered into a letter agreement, by and among Communications Consultants, Inc ,
X0 Communications, Inc , Eagle River Investiments, L L C and Mr Salemme, which sets forth the terms and
conditions under which we have agreed to retain Mr Salemme for service as XO Parent’s Senior Vice President,
Regulatory and Legislative Affairs through November 1, 2003 Pursuant to the letter agreement, Mr Salemme, who
1s employed by Commumications Consultants, Inc , 1s required to spend at least 82% of his business time and effort
providing services to us, and we are responstble for 82% of his salary and bonus compensation Pursuant to his
arrangements with Commumcations Consultants, Mr Salemme received a bonus of $208,333 paid 1n two
instaliments, the first as of the December 17, 2002 date of the agreement and the second as of the January 16, 2003
date that our Plan of Reorgamzation was consummated We were responsible for 82% of those bonus installments
Mr Salemme 15 not a participant m the XO Communications, Inec Employee Retention and Incentive Plan

Michae! § Ruley We have entered into an employment agreement with Mr Ruley Although the initial term of
the agreement has expired, Mr Ruley's employment 1s governed by the terms of the employment agreement until
one party provides 60 days prior written notice to the other of a termination of employment, or Mr Ruky’s
employment otherwise terminates pursuant to the terms of the agreement The agreement provides for an annual
base salary of $250,000, which we may increase annually, and for an annual bonus of up to 55% of base salary, as
determined by our Board of Directors

Mr Ruley’s employment agreement also provides that in the event of permanent disability during his
employment term, we will pay him his existing base salary and will make all of his benefit payments for a period of
twelve months following the date of the disability In addition, 1t provides that in the event that Mr Ruley’s
employment 1s terminated by us other than for cause, 15 constructively terminated or 1s termunated upon or followmng
a change in control, we will pay him his existing base salary, annual bonus and benefits that he would have received
for the six-month period following the date of termunation Under certain circumstances, we will make additional
payments to Mr Ruley for taxes due with respect to any payments or benefits under his agreement treated as an
“excess parachute payment” within the meaming of Section 280G of the Internal Revenue Code or any comparable
provisien of state or local tax law

Under the employment agreement, Mr Ruley’s employment 15 constructively terminated 1f he terminates his
employment as a direct result of

* areduction m his iitial base salary or in the maximum permitted annual bonus percentage,
s amaterial change 1n his responsibilities that 1s inconsistent with his position, or
®  our material breach of the agreement

Under the employment agreement, the defimtion of a “change of control” has substantially the same meaning as
set forth in Mr Davis’s employment agreement, the terms of which are summarized above

Mr Ruley 1s subject to confidentiality and non-competition restrictions duning the employment term and for a
peniod of two years after the termination of the employment In the event that Mr Ruley’s employment 15
constructively terminated or terminates following the occurrence of a change 1n control, he will not be subject to the
non-competition restrictions The transactions contemplated by our Plan of Reerganization resulted 1n a change of
control for the purposes of this agreement

Daniel F Akerson We had entered 1nto an employment agreement with Mr Akersor The imtial term of the
agreement expired 1 September 2002, and Mr Akerson resigned his position with us and our Board of Directors
effective January 17, 2003 Following expiration of the minal term, Mr Akerson’s employment was governed by
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the terms of the employment agreement until one party provided 60 days prior written notice to the otherof a
termination of employment, or Mr Akerson’s employment otherwise terminates pursuant to the terms of the
agreement The agreement provided for an annual base salary of $500,000, and for an annual bonus of up to 100%
of base salary, as determined by our Board of Directors [n August 2001, Mr Akerson elected to forgo all of his
salary for ali periods after August 2001, but for the nominal amo unt necessary to cover medical and related benefits
For 2002, he elected not to recetve a bonus In Apnl 2002, Mr Akerson elected to receive his salary again

Pursuant to the agreement, we granted Mr Akerson options to purchase 6,000,000 shares of our pre-bankruptcy
¢lass A common stock All of the options granted to Mr Akerson and all shares of class A common stock 1ssued or

1ssuable upon exercise thereof, were cancelled and terminated effective January 16, 2003, the date that XO Parent’s
Plan of Reorganization was consummated

Employee Retention and Incennive Plan In connection with our Plan of Reorganization, we established the X0
Communications, Inc Employee Retention and Incentive Plan, which we refer to as the Retention and Incentive
Plan The Retention and Incentive Plan became effective on October 23, 2002 with the Bankruptcy Court’s
approval The primary purpeses of the Retention and Incentive Plan (a) was to encourage certain of our key
employees (including the Named Executive Officers) to continue therr employment with us during the period of our
restructuring and (b} 15 to establish incentives for those employees to achieve certain corporate performance goals,
mcluding the completion of XO Parent’s Chapter 11 reorganization and achieving certain earnings objectives

The Retention and Incentive Plan provides that bonuses, m amounts for each employee as determined by the
compensation commuttee of our board of directors, will be earned and paid n three installments upon our successful
emergence fTom bankruptcy and upon the achievement of certain earnings targets after such emergence as follows

e  Twenty-five percent {25%) of each participant’s bonus target was paid concurrent with the
consummation of the Plan of Reorgamzation, which bonuses were paid to all eligible participants,

e Upto 37 3% of each participant’s bonus target will be paid as soon as practical following the date that
we file with the SEC our guarterly report on Form 10-Q for the quarter ended June 30, 2003, which we
refer to as the First Bonus, and

s Upto an additional 37 5% of each participant’s bonus target will be paid as soon as practical following
the date that we file with the SEC our annual report on Form 10-K for the year ended December 31,
2003, which we refer to as the Second Bonus

The amount of a participant’s First Bonus and Second Bonus wtll be based on our EBITDA (as defined below)
reported on, and continged employment until, the respective dates that we file the applicable quarterly and annual
reports with the SEC 1f our EBITDA 15 less than 73% of the Target EBITDA (as defined below) for the applicabie
period, then the amount of the First Bonus and/or Second Bonus, as applicable, shall be zero and no bonuses shall be
paid with respect to such date(s) If our EBITDA 15 75% to 100% of the Target EBITDA for the applicable period,
then the amount of the First Bonus and/or Second Bonus, as applicable, shall be 75% of the applicable bonus target
If our EBITDA 15 greater than 100% of the Target EBITDA for the applicable penod, then 100% the applicable
bonus target shall be paid with respect to such date(s)

For purposes of the Retention and Incentive Plan, “EBITDA” generally means, for the applicable 6-month period,
subject to further definition 1 the Retention and Incentive Plan, an amount determined for us on a consohidated basis
equal to (1) the sum of the amounts for such period of (a) conselidated net ncome, (b) consohidated interest expense,
{c) provistons for taxes, (d) total depreciation expense, (€) total amortization expense, and (f) other non-cash items
reducing consohdated net meome, mmus (1) other non-cash items increasing consolidated net income, provided,
however that, when calculating EBITDA for purposes of the Retention and Incentive Plan, earnings shall not be
reduced by any payment made pursuant to the Retention and Incentive Plan

For purposes of the Retention and Incentive Plan, “Target EBITDA™ means, with respect to the First Bonus,
$14 3 milon, and, with respect to the Second Bonus, $27 1 million

The maximum amount available under the Retention and Incentive Plan for all Retention Bonuses 15 $25,000,000

The plan admimstrator for the Retention and Incentive Plan 15 authorized to reduce on a pro-rata basts or
eliminate a bonus for any participant whose employment with us 15 terminated for any reason prior to the apphcable
target dates
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President of XO Effective January 16, 2003, each of Messrs Raikes, Waal and Werbling resigned from our Board
of Directors and all committees thereof

Item 12. Security Ownership of Certain Beneficial Owners and Management

The following table sets forth mformation, as of March 1, 2003, with respect to the beneficial ownership of our
New Commeon Stock by (1) each member of the Board of Directors, (2) the Named Executive Officers (3) all
directors and executive officers as a group, and (4) persons known to us to be the beneficial owners of more than
five percent of a class of our New Common Stock

Shares Beneficially Owned

Amount and Nature of

Name Ownership(1) Percent of Class (%)
Carl 1cahn (2) 85,581,827 835
Nathamel A Davis (3) 325,000 *
Andrew R Cohen 0 —
Adam Dell 0 —
Vincent ] Intnien 0 —
Keith Mester 0 —
R Gerard Salemme (4) 81.250 *
Michael S Ruley (5} 112,500 *
Nancy Gofus {6} 97,500 *
All directors and executive officers as a group (13

persons)(7) 86,613,827 837

(13 Under the rules of the Securities and Exchange Commussion, a person 1s deemed to be the beneficial owner of a secunity 1f such person,
directly or indirectly, has or shares the power to vote or direct the voting of such security or the power to dispose or direct the disposition of
such security A persen is also deemed to be a beneficial owner of any secunties 1 that person has the nght to acquire beneficial ownership
within 60 days after March 1, 2003 Accordingly, more than one person may be deemed to be a beneficial owner of the same secunues
Unless otherwise indicated by footnote, the named individuals have sole voung and mvestment power with respect to the shares of our
cormon stock beneficially owned. Share figures do not represent any right to participate 1n the Rights Offering pursuant to the Plan of
Recrganization

(2)  As reported in the Schedule 13D of Mr Icahn and other parties to a Joint filing agreement filed with the SEC, represents 78,078,993 shares
of New Common Stock held by Cardiff Holding LI.C, a Delaware himited Lability company, and 3,001,936 shares of New Common Stock
1ssuable upon exercise of Semes A warrants, 2,251,449 shares of New Common Stock 1ssuable upon exercise of Seres B warrants, and
2,251,449 shares of New Common Stock 1ssuable upon exercise of Senes C warrants, all held by Cardiff Cardiff 1s wholly -owned by ACF
Industries Holding Corp , a Delaware corporation, which 15 wholly -owned by Higherest Investors Corp , a Delaware corporat son, which 1s
approximately 99% owned by Buffalo Investors Comp, a New York corporation, which 15 wholly -owned by Starfire Holding Corporation, a
Deilaware corporation, wiuch 1s wholly -owned by Mr Icahn Mr Icahn ts the chairman and sole director of Starfire Holding, and the
chatrman and a director of each of Cardaff, ACF Industries, Highcrest Investors and Buffalo Investors Additionaj shares of New Common
Stock and warrants to purchase shares of New Common Stock may be aflocated to Cardiff on a pro ratabasis under the Plan of
Reorganzation to the extent that shares and warrants held back i respect of claims of general unsecured creditors of XO Parent uiimately
are redistributed under the terms of the Plan of Reorganization

(3} Represents shares of New Common Stock obtamnable as of March 1, 2003 or 60 days thereafter by Mr Davis upon the exercise of
nonqualified stock options, which options were granted to Mr Davis i conjunction with consummation of XO Parent’s Plan of
Reorgamzation and 1ts emergence from its Chapter 11 proceeding

(4) Represents shares of New Common Stock obtainable as of March 1, 2003 or 60 days thereafier by Mr Salemme upon the exercise of
nonqualified stock options, which options were granted to Mr Salemme m conjunction with consummation of XO Parent’s Plan of
Reorgamization and 1is emergence from its Chapter |1 proceeding

(5) Represents shares of New Common Stock obtainable as of March 1, 2003 or 60 days thereafter by Mr Ruley upon the exercise of
nonqualified stock options, which options were granted to Mr Ruley n conjunction with consummaton of X0 Parent’s Plan of
Reorganszation and uts emergence from its Chapter 11 proceeding

(6) Represents shares of New Common Stock obtainable as of March 1, 2003 or 60 days thereafter by Ms Gofus upon the exercise of
nonqualified stock options, which options were granted to Ms Gofus 1n conjunction with consumnmation of XO Parent’s Plan of
Reorganization and sts emergence from its Chapter 11 procesding

(7} Represents (a) 78,078,993 shares of New Common Stock held by Cardiff, as described in note 2 above, (b) warrarts to purchase 7,504,834
shares of New Commeon Stock held by Cardiff, as descnbed in note2 above, and (¢) 1,030,000 shares of New Common Stock obtamnable as
of March {, 2003 or 60 days thereafter by executtve officers as a group upon the exercise of nonqualified stock options, which options were
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granted to such executive officers in compunction with consummation of XO Parent’s Plan of Reorganization and its emergence from ts
Chapter 11 proceeding See notes (3}, (4), (5) and {6) above

*Less than 1%
Equity Compensation Plan Information
Our Pre-Petition Stock Option Plans

As of December 31, 2002, options to purchase securities had been 1ssued and were outstanding under the
follawing equity compensation plans XO Communications, Inc Stock Optton Plan, and the following stock options
plans assumed in connection with the acquisition of Concentric Network Corporation Delta Internet Services, Inc
1996 Stock Option Plan, Concentric Network Corporation 1995 Stock Incentive Plan for Emplovees and
Consultants, Concentric Network Corporation 1996 Stock Plan, Concentric Network Corporation 1997 Stock Plan,
Concentric Network Corporation 1999 Nonstatutory Stock Option Plan, and certain grants of stock options to
Concentric employees not pursuant to any plan Pursuant to our Plan of Reorgamization, which became effective as
of January 16, 2003, interests 1n each such plan, and rights to securities to be 1ssued upon the exercise of options
outstanding under cach such plan, were terminated and cancelled, and holders of such interests and options under
each such plan were not entitled to any distribution pursuant to the Plan of Reorganization The table below presents
informatson with respect to the above referenced plans as of December 31, 2002

Equity Compensation Plan Information

Number of securities to be Number of securities
1ssued upon exercise of Weighted-average exercise remaining available for
outstanding options, price of outstanding options, future 1ssuance under equity
Plan category warrants and rights(1} warrants and nghts(1) compensation plans
Equity compensation
plans approved by
security holders 41,567,555 $6 78 43,894,303
Equity compensation
plans not approved by
security holders 0 N/A 0
Total 41,567,555 $6 78 43,394,303

(1) Excludes options to purchase 2,630,417 shares of our pre-petition class A common stock granted pnior to our June 16, 2000 acquisition of
Concentric Network Corporation pursuant to various stock opton plans of Concentric, which options we assumed 1n connection with the
Concentric acquisition and have a werghted average exercise price of $16 68 per share

Our 2002 Stock Incentive Plan Under Our Plan of Reorganization

In connection with the confirmation of our Plan of Reorganization by the Bankruptcy Court, the Bankruptcy
Court approved the adoption of the XO Communications, Inc 2002 Stock Incentive Plan, or the 2002 Stock
Incentive Plan, which became effective as of January 16, 2003, the date that we consummated our Plan of
Reorgamzation Under the 2002 Stock Incentive Plan, we are authorized to 1ssue, 1n the aggregate, stock awards
with respect of up to 17,590,020 of shares of New Common $tock, i the form of options to purchase stock or
restricted stock Of those shares, non-qualified options to purchase 11,492,900 shares of New Common Stock have
been granted and are outstanding as of March 1, 2003 pursuant to the 2002 Stock Incentive Plan, each at a purchase
price of $5 00 per share With respect to the underlying shares of these options, 25% are fully vested and the
remainder vest over a pertod of three years

The primary purpose of the 2002 Stock Incentive Plan 1s to provide a means through which we may continue to
attract, motivate and retain selected employees, officers and independent centractors who can materially contribute
to our growth and success, and to encourage stock ownership 1n us through granting incentive stock options or
nonqualified stock options, or both, to purchase our common stock or shares of restricted stock

The 2002 Stock Incentive Plan 1s admmistered by the Compensation Commuttee of our Board of Directors, and
as such has the discretionary authority to determme all matters relating to awards of stock options and restricted
stock, mncluding the selection of eligible participants, the number of shares of common stock to be subject to each
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option or restricted stock award, the exercise price of each option, vesting. and all other terms and conditions of
awards

Unless the Comp ensation Commuttee designates otherwise, all options expire on the earlier of (1) ten vears after
the date of grant, (n) twelve months after termimation of employment with XO due to death or complete and
permanent disability, (111) immediately upon termination of employment by us for Cause (as defined 1n the Stock
Incentive Plan), or (1v) thtee months after termination of employment by the employee or by us for other than Cause

The Compensation Committee may award shares of restricted stock and may establish terms, conditions and
restrictions applicable thereto Subject to the restnictions on restricted stock, award recipients generally will have all
the nights and privileges of a stockholder, including the right to vote such restricted stock Restricted stock generally
15 subject to restrictions related to transferability and forfeiture until vested at the expiration of the restricted period

Upen a merger, consolidation, acquisition of property or stock, separation, reorganmization or hguidation of us as
a result of which our stockholders receive cash, stock or other property in exchange for or 1n connection with their
shares of common stock, any award granted under the 2002 Stock Incentive Plan will termunate, and, wn the case of
options, the recipients shall have the right immediately prior to any such event to exercise their vested options In the
event that our stockholders receive capatal stock of another corporation 1n exchange for their shares of common
stock tn any transaction involving a merger, consolhidation, acquisition of property or stock, separation or
reorganization, unless otherwise determined by us, all awards granted under the 2002 Stock Incentive Plan shall be
converted into awards with respect to shares of such exchange stock

Unless otherwise expressly determined by a resolution of our Board of Directors on the date of grant or such
later date when the Board of Directors may ratify the award, (1) awards granted to non-affiliated directors will vest
n full immediately upon the occurrence of a change 1n control, as defined m the 2002 Stock Incentive Plan, or
{11} awards granted to employees whose employment 1s terrmnated by us without Cause, and awards granted to
certamn afficers whose employment is termnated by us without Cause or by the officer for Good Reason (as defined
in the 2002 Stock Incentive Plan), will vest in full 1f such termination occurs within one year following such change
m controt In all other cases, in the event of a change 1n control, unless otherwise determined by the Board prior to
the occurrence of such change n control, any unvested awards shail not become fully vested merely by the
occurrence of such change in control Because the Stock Incentive Plan took effect in connection with the
consummation of our Plan of Reorganization, the transactions contemplated thereby were not deemed a change of
control for purposes of the Stock Incentive Plan

Item 13, Certain Relationships and Related Transactions

Carl C {cahn In February 2003, Dixon Properties, LLC, which 1s owned and controlled by Mr lcahn, acquired
ownership of the builldmg 1n which our headquarters 1s located in a transaction that was approved by the Bankruptcy
Court n our Chapter 11 proceedings We currently are leasing approximately 170,000 square feet of space in that
building In connection with the purchase of the building by Dixon Properties, it assumed the lease agreement under
which we lease the space we occupy Pursuant to the lease agreement, we are obligated to pay Dixon Properties
lease payments of approximately $20 ¢ million mn the aggregate (exciuding certarn butlding-related expenses)
through the expiration of the tnitial term of the lease, which runs through November 30, 2007

We have entered into a Tax Allocation Agreement, dated January 16,2003, between X0 Parent and Starfire
Holding Corporation, a company controlled by Mr Icahn, which in tumn indirectly controls Cardiff, in connection
with the fact that 1t 15 contemplated that these entities will be filing consolidated federal income tax returns, and
possibly combined returns for state tax purposes The Tax Allocation Agreement, which was approved by the
Bankruptcy Court in connection with our Chapter 11 proceedings, establishes the methodology for the calculation
and payment of income taxes in connection with the consolidation of us with Starfire for income tax purposes
Generalty, the Tax Allocation Agreement provides that Starfire will pay all consolidated federal income taxes on
behalf of the consolidated group that includes us, and we will make payments to Starfire in an amount equal to the
tax hability, 1f any, that we would have if we were to file as a consolidated group separate and apart from Starfire

Mr lcahn, through various entities that he owns and controls, has the right to require us to register, under the
Secunties Act of 1933, shares of New Common Stock held by such entities and to include shares of New Common
Stock held by them 1n certain registration statements filed by us, pursuant to a Registration Rights Agreement
approved by the Bankruptcy Court 1n connection with our Chapter 11 proceedings
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Arnos Corp , which 1s owned and controlled by Mr lcahn. holds approximately 85% of the $500 muillion in
loans outstanding under the New Credit Agreement Under the New Credit Agreement, no cash interest payments
are required to be made by us untl we achieve specified financial targets

We provide communications services to affiliates of Mr Icahn Billings through February 28, 2003 for such
services were less than $50,000

Other Transactions and Relanionships R Gerard Salemme owns an §0% mterest in Communications
Consultants, Inc , which employs Mr Salemme and from which we retain Mr Salemme for service as X0’s Semor
Vice President, Regulatory and Legislative Affairs See the “Surmmmary Compeéensation Table”™ for information
regarding payments to Communications Consultants

Pre-Petition Stockholders Prior to the Effective Date of our Plan of Reorganization, certain investment funds
affiliated with Forstmann Little & Co had a sgmificant equity interest in us and had designated certain individuals
to serve as members of our board of directors Such investment funds and other entities affiliated with Forstmann
Little & Co currently hold a significant equity mnterest in McLeodUSA Incorporated McLeod provides
interconnection and facilities based telecommunications services to us, for which we paid McLeodUSA
approximately $2 0 million 1n 2002 In 2002, we provided limited telecommunications services to McLeodUSA, for
which we recetved approximately $373.,000 1in 2002

Item 14. Controls and Procedures
Evaluation of Disclosure Controls and Procedures

The term disclosure controls and procedures 1s defined in Rules 13a-14(c) and 15d-14(c) of the Securities
Exchange Act of 1934 These rules refer to the controls and other procedures of a company that are designed to
ensure that informanion required to be disclosed by a company 1n the reports that 1t files under the Exchange Act1s
recorded, processed, summarized and reported within required time periods  Our principal executive officer and our
principal financial officer have evaluated the effectiveness of our disclosure controls and procedures as of a date
within 90 days before the filing of this quarterly report which we refer to as the Evaluation Date, and they have
concluded that, as of the Evaluation Date, such controls and procedures were effective at ensuring that required
informanion was disclosed on a timely basis m our reports filed under the Exchange Act

Changes in Internal Controls

We maintain a system of internal accounting controls that are designed to provide reasonable assurance that our
books and records accurately reflect our transactions and that our established policies and procedures are followed
For the quarter ended December 31, 2002, there were no significant changes to our internal controls or in other
factors that could significantly affect our mternal controls
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PART IV

1tem 15. Exhibits, Financial Statement Schedules and Reports on Form 8-K
{a) (1) and (2) Financial Statements and Schedule

X0 Communications, Inc.

Report of Ernst & Young LLP, Independent Auditors F-1
Report of Independent Public Accountants F-2
Consolidated Balance Sheets as of December 31, 2002 and 2001and Pro Forma

Unaudited Balance Sheet as of December 31, 2002 F-3
Consolidated Statements of Operattons for the Years Ended December 31, 2002, 2001

and 2000 F-4
Consolidated Statement of Stockholders” Equity (Deficit) for the Years Ended

December 31, 2002, 2001 and 2000 F-5
Consolidated Statements of Cash Flows for the Years Ended December 31, 2002, 2001

and 2000 F-7
Notes to Consolidated Financial Statements F-8
Schedule 11 - Consolidated Valuwation and Qualifying Accounts 5-1

{3) List of Exhibits — Refer to Exhibit Index, which 1s incorporated herein by reference
(b) Reports on Form §-K

(1) Current Report en Form §-K, filed on October 15, 2002, reporting under Item 5 that, on October 14,
2002, XO Parent announced that it has agreed with Telefonos de Mexico, S A de C'V and certain
investment partnerships affiliated with Forstmann Little & Co to mutuvally terminate the previously
announced Investment Agreement among the parties and to settle any potential claims relating to the
Investment Agreement ot (s termination

(2) Current Report on Form 8-K, filed on November 22, 2002, reporting under Hem 3 that, on November 15,
2002, Judge Arthur J Gonzalez of the United States Bankruptcy Court for the Southern District of New
York entered an order confirming the “Stand-Alone Plan” contemplated by the Plan of Reorgamzation of
XO Parent

(3) Current Report on Form 8-K/A, filed on November 26, 2002, amending under [tem 3 certan information
inchuded tn the Current Report on Form 8-K, filed on November 22, 2002, discussed above
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities and Exchange Act of 1934, the Registrant
has duly caused this report to be signed on 1ts behalf by the undersigned thereunto duly authorized

X0 Communications, Inc

Date March 21, 2003 By /s/ NATHANIEL A DAVIS
Nathamel A Davis
President and Chief Operating Officer
(Principal Executive Officer)

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below on
March 21, 2003 by the following persons on behalf of the Registrant and n the capacities indicated

Name Title
/s/ NATHANIEL A DAVIS President and Chief Operating Officer
Nathaniel A Davis (Principal Executive Officer)
/s/ WAYNE M REHBERGER Senior Vice President, Chief Financial Officer
Wayne M Rehberger {Principal Financial Officer and Principal Accounting
Officer}
/s{ CARL C ICAHN Chairman of the Board of Dhrectors
Carl C Icahn
/s/ ANDREW R_COHEN Director

Andrew R Cohen

/s ADAM DELL Director
Adam Dell
/s/ VINCENTJ INTRIERI Director

Vincent J Intnen

/s/ KEITH MEISTER Director
Keith Meister
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CERTIFICATIONS

1, Nathaniel A Davis, certify that
1 | have reviewed this annual reporton Form 10-K of X0 Communications, Inc ,

2 Based on my knowledge, this annual report does not contain any untrue statement of a matenal fact or omit to
state a matenal fact necessary to make statements made, 1n [ight of the circumstances under which such statements
were made, not misleading with respect to the period covered by this annual report,

3 Based on my knowledge, the financial statements, and other financial information inciuded in this annual
report, faurly present in all matenal respects the financial condition, results of operations and cash flows of the
registrant as ef, and for, the pertods presented in this annual report,

4 The registrant’s other certifying officers and | are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14)} for the registrant and we have

a) designed such disclosure controls and procedures 10 ensure that material nformation relating to the
registrant, including 1ts consolhidated subsidiaries, 1s made known to us by others within those entities,
particularly during the period in which this annual report 1s being prepared,

b} evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a date within
o0 days prior to the filing date of this annual report (the “Evaluation Date™); and

c) presented in this annual report our conclusions about the effectiveness of the disclosure controls and
procedures based on our evaluation as of the Evaluation Date,

5 The registrant’s other certifying officers and 1 have disclosed, based on our most recent evaluation, to the
registrant’s auditors and the audit commuttee of registrant’s board of directors (or persons performing the equivalent
function)

a) all significant deficiencies in the design or operation of internal controls which could adversely affect
the registrant’s abihity to record, process, summarize and report financial data and have 1denufied for the
registrant’s auditors any material weakness in internal controls, and

b) any fraud, whether or not material, that involves management or other employees who have a
stgnificant role n the registrant’s internal controls, and

& The registrant’s other certifying officers and 1 have indicated 1n this annual report whether or not there were
significant changes 1n internal controls or 1n other factors that could significantly affect internal controls subsequent
to the date of our most recent evaluation, including any corrective achons with regard to sigmficant deficiencies and
material weaknesses

Date March 21, 2003
/s/ NATHANIEL A DAVIS

Nathaniel A Davis
President and Chief Operating Officer
{Principal Executive Officer)



CERTIFICATIONS

1, Wayne M Rehberger, certify that
1 1have reviewed this annual report on Form 10-X of XO Communications, Inc ,

2 Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omut to
state a material fact necessary to make statements made, 1n light of the circumstances under which such statements
were made, not misleading with respect to the pertod covered by this annual report,

3 Based on my knowledge. the financial statements, and other financial information included 1n this annual
report, fairly present 1n ali matenial respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in this annual report,

4 The registrant’s other certifying officers and 1 are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant and we have

a) designed such disclosure controls and procedures to ensure that matenal information relating to the
registrant, including 1ts consolidated subsidianes, 15 made known to us by others within those entities,
particularly duning the period 1in which this annual report 1s being prepared,

b} evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a date within
90 days prior to the filing date of this annual report (the “Evaluation Date™), and

c) presented m this annual report our conclusions about the effectiveness of the disclosure contrels and
procedures based on our evaluation as of the Evaluation Date,

5 The registrant’s other certifying officers and [ have disclosed, based on our most recent gvaluation, to the
regisirant’s auditors and the audit commuttee of registrant’s board of directors (or persons performing the equivalent
function)

a) all significant deficiencies n the design or operanon of mternal controls which could adversely affect
the registrant’s ability to record, process, summarize and report financial data and have 1dentified for the
registrant’s auditors any material weakness in internal controls, and

b) any fraud, whether or not material, that involves management or other employees who have a
significant role n the registrant’s mternal controls, and

6 The registrant’s other certifying officers and I have indicated in this annual report whether or not there were
significant changes 1n internal controls or m other factors that could significantly affect internal controls subsequent
to the date of our most recent evaluation, including any corrective actions with regard to significant deficiencies and
matenal weaknesses

Date March 21, 2003
/sf WAYNEM REHBERGER

Wavyne M Rehberger
Sentor Vice President and
ChiefFinancial Officer
(Principal Financial Officer)
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